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EXECUTIVE SUMMARY

During the past 15 years, Virginia, along with the rest of the nation, experienced two
economic recessions. The first occurred in the early 1990's and the second came a
decade later. In order to balance the state's budget, the Commonwealth reduced its
funding to higher education and allowed institutions to increase tuition and fees, on
average, by double-digit percentages, to help offset the lost general fund. Between the
two recessions, the country experienced a booming economy. As a result of increased
state tax revenues between FY97 and FY01, the Commonwealth provided additional
general fund support of $457 million for higher education, and not only froze in-state
undergraduate tuition, but rolled it back by 20% to make a college education more
affordable than at any time over the past ten years (as a measure of cost to disposable
income). However, such swings in cost sharing between state subsidy and tuition, have
left students and their families with little ability to plan for paying the cost of higher
education.

The analyses contained in this report are meant to inform state policymakers,
taxpayers, and the higher education community about the current condition of higher
education funding in the Commonwealth. The report examines trends in resources
available, past funding policies, and begins to suggest a need for formulating a funding
policy for Virginia public higher education that can minimize the impact of peaks and
troughs of economic cycles, and provide our public colleges and universities with better
capabilities for a quality education to Virginians. This report reviews the trends of public
higher education funding in Virginia from 1988-89 to 2003-04 by:

Identifying the primary revenue sources of higher education;
Examining institutional expenditures; and
Comparing Virginia's revenues and expenditures with those in other states,
including peer institution comparisons.

Virginia higher education funding is a shared responsibility, primarily between the state
and students and their families. However, this report finds that, over the past 15 years,
state support has fluctuated consistent with the changing economic conditions of the
Commonwealth. Tuition revenue has been used to offset general fund reductions
during economic downturns when students and their families can least afford to pay.

The report also finds that Virginia higher education is more affordable today than it was
more than a decade ago. However, this affordability was achieved through dramatic
changes in cost sharing over the period, with varying degrees of equity depending upon
when a student entered the system. Further, had the Commonwealth encouraged
institutions to deposit 1% of their tuition revenue each year into a revenue reserve fund
beginning in FY92, the investment would have grown to more than $100 million by FY03
or enough to have covered most, if not all, of higher education's share of the general
fund reductions in October 2002.

State Council of Higher Education 1
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While many Virginia institutions have received consistently high ratings on educational
value and academic quality from national organizations, this report finds that Virginia
institutions have operated with less overall support per student than their national public
peers, partly due to the fact that the enrollments at Virginia institutions have increased
by more than 62,000 students, or 23% in the past 15 years with little to no enrollment
growth funding. Virginia's state-supported system of higher education is estimated to
have a funding shortfall of $351 million based on the guidelines developed by the Joint
Subcommittee on Higher Education Funding Policies of the Virginia General Assembly.
It is estimated that the addition of $300 to $400 million, from any combination of fund
sources, would elevate Virginia's ranking among the states to the top ten on a total
support per student basis and bring Virginia institutions to their national public peers'
average level of support per student in FY01.

As it is projected that the demand for higher education in Virginia will continue to grow
and the economic cycles will remain, this report concludes that it is time for
policymakers and higher education leaders to develop a funding policy that includes
consistent and sustained support from both the state and students; to create innovative
ideas that can offer continuity and predictability to higher education funding; and to look
for funding mechanisms that can provide resources to help higher education weather
the economic downturns and to generate additional funding that Virginia institutions
currently need, based on the base adequacy guidelines, in order to advance Virginia's
system of higher education.

If successful, Virginia will be able to meet its responsibilities for an excellent system of
higher education to the benefits of all Virginians by providing valuable educational,
economic, and cultural opportunities across the Commonwealth.

State Council of Higher Education 2 May 2003



KEY FINDINGS

Virginia Higher Education Funding: Trends and National Comparisons

Virginia ranks in the top bird of the states on most demographic and economic
measures including: population (12th), percent of population with bachelor's
degree or more (7th), gross state product (16th), state tax revenue (14th), median
family income (9th), and per capita disposable income (13th).

Virginia's state-supported system of higher education is one of the nation's
largest in terms of enrollment (11th) and total state support (10th).

Virginia institutions at both four-year and two-year levels received less state
support per student than their public peers for the operation of the Educational
and General (E&G) programs between FY89 and FY01.

Between FY94 and FY02, Virginia increased its support of higher education by
72%. This increase allowed Virginia to attain levels of support comparable to
those achieved in FY90 on national measures of higher education support per
capita and support per $1,000 income, and Virginia ranked 4th in largest
increases in general fund support to higher education nationally in this period.

A weak economy and related budget reductions caused the Commonwealth's
rankings to plummet in FY03. Based on the most recent data, Virginia
experienced the 4th largest higher education budget reduction nationally and the
largest reduction of the 16 Southe rn Regional Education Board states.

Virginia's national ranking on tuition and fees charged to in-state undergraduate
students has improved dramatically since 1990: From 8th highest to 20th in the
major public university category, from 2nd to 12th in the public colleges and state
universities category and from 28th to 44th at the community colleges.

Virginia institutions at both four-year and two-year levels spent less per student
than their public peers on E&G programs between FY89 and FY01.

On a percentage basis, Virginia institutions spent more for academic programs
than their public peers but less for both administration and operation and
maintenance of physical plant. Activities related more directly to instruction and
student learning are given higher priority in Virginia.

Over the past 15 years, total Educational and General appropriations increased
17% after adjusting for inflation. However, total support per student actually
decreased, by less than 1% on average, after adjusting for inflation. This
indicates that institutions used available resources to accommodate enrollment
increases and had less resources available to address quality improvements and
new initiatives.

State Council of Higher Education 3
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Virginia's colleges and universities have consistently received less state support
per student, and indeed, have spent less per student, on average, than their
public peer institutions. The fact that many of our institutions receive consistently
high ratings on educational value and academic quality from national
publications, such as U. S. News & World Report, may indicate that Virginia
institutions are operating at a higher level of efficiency and effectiveness than
their peer institutions.

Virginia Higher Education Funding Conditions

Although Virginia higher education funding is a shared responsibility between the
state and students and their families, this cost sharing arrangement has resulted
in somewhat of a paradox. State general fund support fluctuates based on
changing economic conditions. Tuition revenue is used to offset general fund
reductions during downturns in the economy when students and their families
can least afford to pay.

The percentage of total state tax revenues that supports higher education is
shrinking. In FY89, higher education made up 18% of the state's general fund
budget and in FY04, it will be about 12%.

Virginia institutions are currently operating with an estimated $351 million base
budget funding shortfall systemwide in FY03.

In the past 15 years, the state's share of the cost of higher education has varied
significantly, ranging from a high of 66% (FY89) to a low of 49% (FY96). The
state is currently providing a share of about 50% (FY03).

In the past 15 years, tuition increases at Virginia institutions tended to be
dramatic and unpredictable, as tuition was either increased to supplant revenues
lost due to state budget reductions or constrained as a result of the tuition
freezes and rollback.

As a result of the tuition freeze and rollback policies implemented between FY97
and FY02, Virginia public higher education is more affordable today than it was in
the prior decadewhen total student charges are viewed as a percent of per
capita disposable income (currently about 34%).

Over two-thirds of spending at Virginia institutions is for salaries and benefits as
higher education is a labor-intensive industry.

Virginia institutions' expenditures increased roughly 2-3 percent per year, on
average, above the rate of inflation for both salary and non-salary expenses from
FY89 to FY02.

State Council of Higher Education 4 May 2003
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INTRODUCTION AND OVERVIEW

In the past 15 years, along with the rest of the nation, Virginia has experienced two
economic recessions. The first occurred in the early 1990's and the second came a
decade later. In order to balance the state budget, the Commonwealth largely reduced
its funding to higher education and allowed institutions to increase tuition and fees by
double-digit percentages to help offset the general funds lost during both economic
downturns. Chart 1 shows incremental funding changes to higher education. General
fund support was reduced and nongeneral fund support was increased during the
periods of FY89-FY93 and FY01-FY04 -- years of the economic recession. In contrast,
between FY97 and FY01 when the economy was booming, there was $527 million
additional funding, the largest increase over the past 15 years, and the general fund
increase accounted for 90% of the total incremental funding as a result of increased
state funds infused for the tuition freeze/rollback.

Chart 1

Incremental Funding Changes for Educational and General Programs (E&G)
(in millions)

2 $600

E $500 -

$400 -

$300 - $247

$200 -
$185

$100 -

$0
I-FY89 FY93

-$100 -$63

-$200 -

-$300 -

-$400

$141
$180

$322

$457

$527

$259

FY93-FY97 FY97-FY01 FY01-FY04 -$5

0 General Fund 0 Nongeneral Fund OTotal

-$264

Note: FY04 nongeneral fund is an estimate, including nongeneral fund appropriations in Chapter 899 and additional tuition revenue in the

conference report of the 2003 legislative session, plus an additional 8% increase over the total as tuition increase for the year.

Includes 16 public institutions and VCCS only. Excludes lease payments in E&G appropriations, UMA and apprenticeship.

Souce: Appropriation Acts.

During this same 15-year period, enrollments at Virginia institutions have increased by
more than 62,000 students, or 23%. It is projected that demand for Virginia higher
education will continue to grow over the next 8 years. The State Council of Higher
Education for Virginia (SCHEV) states in its 2003 Systemwide Strategic Plan for Virginia
Higher Education that:

State Council of Higher Education 5 r)
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"Virginia's system of higher education is one of the best in the
country. The system has consistently provided a quality education to
Virginia's citizens at an affordable price. Notwithstanding, quality and
affordability face an uncertain future. A vigorous system of higher
education is critical to Virginia's future. Consequently the
Commonwealth must take strategic steps to preserve and improve its
educational resources as we move forward in the twenty-first century."

History shows that economic conditions are prone to cycles. To minimize the impact of
these peaks and troughs in the economy on students, it is incumbent upon
policymakers and the higher education community to assess current higher education
funding resources, evaluate past funding policies, and formulate a funding policy with
cost sharing goals for Virginia public higher education that will minimize the impact of
unavoidable peaks and valleys of the economic cycle on students and provide sufficient
resources so that colleges and universities can accommodate the expected additional
enrollments.

Higher education has long been regarded as an engine for economic growth and
prosperity for both individuals and society. The 2002 Trends in College Pricing by the
College Board revealed that over a lifetime, the median annual income for bachelor's
degree recipients is 80% higher than the median annual income for those with only a
high school diploma. And the gap in earnings between these two groups exceeds $1
million over a lifetime. In addition, the 2000 Economic-Impact Suivey by the National
Association of State Universities and Land-Grant Colleges (NASULGC) reported that (a)
the average return on every $1 of state funding invested in a NASULGC institution is $5;
(b) the average tax revenue generated was $60 million annually; (c) on average, two out
of three graduates of NASULGC institutions remain in their states for a significant period
of time after they receive their degrees; and (d) the average amount of sponsored
research was $105 million.

Because of the economic benefits resulting from higher education, state and local
appropriations in support of higher education totaled $61 billion nationally, and tuition
and fees generated $31 billion revenue for higher education in 2000-011. Clearly,
funding public higher education is a shared responsibility between students and their
families and government as higher education yields both private and public benefits.
However, over the years, there has been an ongoing debate nationally among the
higher education community and policymakers about the cost of higher education and
what is the proper cost sharing distribution for the public and the individua I. Some
argue that state governments are providing less inflation-adjusted funding on a per full-
time equivalent student basis, making public higher education institutions less capable
of providing quality services, while others say that public higher education institutions
are not operating efficiently and are not held accountable for the resources they receive.
Some worry that tuition and fees have become too high, making a college education
less affordable, while others contend that students and their families do not pay their fair
share given the potential higher lifelong earnings.

1 Integrated Postsecondary Education Data System (IPEDS) Finance 2000-01.

State Council of Higher Education 6 May 2003
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Chart 2

Revenue Sources for Public Higher Education Operations
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Source: IPEDS Finance.

Chart 2 shows revenue sources for public higher education operations at the national
level and in Virginia between FY89 and FY01. The data indicate the share of state and
local appropriations decreased while the share of tuition and fees and other revenue
sources increased over the years both nationally and in Virginia. Between FY89 and
FY01, the share of state and local appropriations decreased from 52.2% to 43.8%
nationally and from 50.4% to 42.3% in Virginia. The share of tuition and fee revenue
increased from 18.2% to 22.5% nationally and from 23.8% to 26.9% in Virginia. The
share of other revenue sources increased from 29.6% to 33.8% nationally and from
25.8% to 30.8% in Virginia. This shift in cost sharing reflects the "paradox of rising
public expectations, shrinking public support"2 and the ongoing debate of who pays for
and who benefits from higher education nationally.

"For most Americans, college is no longer one of many routes to middle-class life, but a
requirement for employment that makes such a life possible.... The growing importance
of higher education imposes ever-greater responsibility on the state than in the past."3
To meet this calling and to help policymakers, higher educational leaders and the
general public that are interested in higher education sort through these conflicting
views and make decisions regarding the higher education funding policy, this report
reviews the trends of public higher education funding in Virginia from 1988-89 to 2003-
04 by:

2 Perspectives, American Association of State Colleges and Universities, May 2001
3 Introduction of Measuring Up 2000 by Patrick M. Callahan BEF COPY AVM ABJE
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Identifying the primary revenue sources of higher education;
Examining institutional expenditures; and
Comparing Virginia's revenues and expenditures with those of other states,
including peer institution comparisons.

The operation of higher education is supported by various revenue sources serving
various missions such as instruction, research, and public service. However, this report
examines only the primary funding sources, namely neral fund support (state tax
dollars) and tuition revenue. On the expenditure side, the report examines total
spending for the operation of the educational and general (E&G) programs, including
instruction and related support programs. In addition, this report selects the period of
1988-89 through 2003-04 for review because this timeframe coversihe two recessions
and the booming economy in between.

The primary purpose of this report is two-fold: (1) to provide a baseline assessment of
higher educaton funding in Virginia; and (2) to present findings and identify critical
issues that can become the basis for planning and decision-making about future funding
policies for Virginia higher education. This report is not intended to provide detailed
solutions or recommendations. Rather, any recommendation, funding policy or action
plan, shall be developed over the coming months as the State Council of Higher
Education for Virginia develops its 2004-06 budget recommendations for consideration
by the Governor and General Assembly.

Finally, a word about the data constraints in this report. All data sources used in the
report are the most current available. While the Virginia-specific data include the most
recent year's actual expenditures (FY02) and appropriations (FY04), national data
sources for these categories will not be available for at least another year. Therefore,
the full impact of the recessionary budget reductions on higher education in Virginia
relative to other states and peer institutions will not be known for at least another year.

State Council of Higher Education 8 May 2003
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BACKGROUND OF VIRGINIA HIGHER EDUCATION AND FUNDING POLICIES

Virginia Demographic and Economic Statistics

Before reviewing funding resources and expenditures specifically for Virginia public
higher education, it is important to understand some fundamental statistics that affect
Virginia higher education. Table 1 provides selected statistics about Virginia as of 2001
in terms of its population, economics, size of the public higher education system, and
national rankings. The data show that Virginia ranks in the top third nationally in all but
one of these selected measures state tax as percent of disposable personal income.
This is the only measure that Virginia is ranked in the bottom third, and in this case,
actually means that Virginians have more disposable personal income than people in 42
other states. In sum, these statistics provide a sense of Virginia's size, health, and
wealth relative to other states nationally and help provide a perspective of Virginia's
position on a variety of indicators since this report compares Virginia higher education
funding to that of other states.

Tablel
Selected Virginia Statistics and National Rankings in 2001

I Virginia I National Ranking 1 Source
Demographics and Economics

Population 7.2 million 12th US Census Bureau

Gross State Product (GSP)1 $261.4 billion 16th US BEA
State Tax Revenue $13.1 billion 14th US Census Bureau
Disposable Personal Income $196.1 billion 15th US BEA

,

Per Capita Disposable
Personal Income $26,972 13th US BEA
State Tax Revenue as % of
Personal Income2 5.60% 43rd

US Census Bureau
and BEA

Median Family Income $57,256 9th US Census Bureau
Percent of People with

:Bachelor's degree or more 31.30% 7th US Census Bureau

Higher Education 3
Enrollment ,

Headcount 313,806 11th IPEDS

FTE4 217,813 11th IPEDS
Degrees Awarded

.
51,001 11th IPEDS

Degree Programs Offered 1,479 N/A SCHEV
Notes:
(1) GSP is a 2000 figure.
(2) This is a calculated figure based on the data from US Bureaus of Census and BEA.
(3) Public institutions only.
(4) FTE is calculated based on full-time and 1/3 of part-time headcounts.

State Council of Higher Education 9
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Virginia Higher Education Funding Policies

Funding policies govern resource allocations. Therefore, it is important to review
Virginia higher education funding policies before examining resource trends and
comparisons in Virginia public higher education. Higher education funding in Virginia
has been provided through a mix of formal and informal policies. Since the recession
in the early 1990s, however, much of the state funding has been based on informal
policies and recommendations, such as the availability or desirability of using general
fund as opposed to nongeneral fund revenue to support higher education.

Tuition and Fee Policies: Between 1977 and 1981, the Commonwealth had a cost
sharing policy of 70/30. That is, 70% of the cost of education was paid by the state and
the remaining 30% of the cost paid by all students through tuition. However, this policy
subsidized out-of-state students whose families did not pay Virginia state taxes and
favored institutions with a high proportion of out-of-state students because those
students paid higher tuition rates. To address these concerns, the state restructured its
cost sharing policies several times during the 1980s, but always attempted to keep the
contribution rate for in-state undergraduate students at 30% or less.

In 1992, as a result of the economic recession and state's budget shortfall, the state
required all out-of-state students to pay at least 100% of the cost of their education.
The state also allowed institutions to increase the in-state student cost share as well
through tuition increases. As a result, in an effort to offset the general fund reductions
to higher education, institutions raised tuition and fees for in-state students, resulting in
a student share beyond the 30% threshold in the subsequent years.

In an effort to control rising tuition, Virginia policymakers first capped tuition and
mandatory E&G fee increases at 3% for in-state students in the 1994-96 biennium and
then implemented a "tuition freeze" policy on tuition and mandatory E&G fees for in-
state undergraduate students from FY97 to FY02. Following the tuition freeze, to make
a college education even more affordable, the Commonwealth rolled back in-state
undergraduate tuition by 20% and supplanted the lost revenue with general fund in
FY2000. At the same time, the General Assembly stated its goal of phasing into a cost
sharing policy in which students at the community colleges would pay 20% of the cost of
their education and in-state undergraduates at the other public institutions would pay
25% of the cost of their education. However, hit by the next economic recession in
2002 and the resulting state budget shortfall, the tuition freeze was lifted and institutions
were allowed to increase tuition, by double-digit percentages, again in FY03.

Institutional Operation Funding Policies: Virginia used a set of funding guidelines
(Appendix M) to develop budgets for institutional operation between 1968 and 1990.
The guidelines were based on student enrollment and addressed funding needs for
staffing and enrollment growth. However, the Commonwealth rarely provided enough
funding to reach 100% of the calculated needs. These guidelines were abandoned
during the 1990-92 biennium budget development because of the state budget

State Council of Higher Education 10 May 2003
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shortfalls. Throughout the 1990s, funding for institutional operations was primarily
incremental based on the availability of the resources or institutional lobbying efforts.

In 2000, the Joint Subcommittee on Higher Education Funding Policies, created by the
General Assembly, and with the help of a consultant and Virginia higher education
stakeholders, developed new funding guidelines that used national data as benchmarks
for higher education funding. The funding guidelines estimated that Virginia public
higher education had a funding shortfall of $200 million systemwide in FY01. Due to the
budget impasse in the 2001 legislative session and the next economic recession
starting in FY02, the funding needs identified by the guidelines had not yet been
addressed. However, the funding guidelines' estimates were used as a guide in making
state budget cuts to higher education institutions in order to make the reductions more
equitable rather than across-the-board cuts in the 2002-04 biennium budget. To date,
the base adequacy needs derived from the funding model has not been funded.

Faculty Salaries: In the 1986-88 biennium the Commonwealth established a funding
goal to raise the average faculty salaries at Virginia public institutions to the 60th
percentile of their national peer institutions. The 60th percentile goal was first reached in
1989. During the first economic recession, the Commonwealth was unable to keep up
with faculty salary increases nationally and the average faculty salaries fell short of the
goal at all Virginia public institutions. When the economy improved in the late 1990s,
the state made its top funding priority to increase faculty salaries again to reach the 60th
percentile goal. The goal was achieved only the second time in history in FY2000.
However, hit by the 2002 economic recession, the Commonwealth once again was
unable to keep up with its funding goal and faculty salaries at the Virginia public
institutions have not been increased since FY01. This places Virginia's four-year
institutions' average faculty salaries at an estimated 34th percentile of their national peer
groups by FY04.

These funding policies and related factors influenced higher education funding and
operations over the past 15 years. At the same time, these funding policies were
impacted by the national economy and the state budget situation.

State Council of Higher Education 11
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PRIMARY REVENUE SOURCES OF HIGHER EDUCATION OPERATIONS

Primary Revenue Sources at Virginia Public Higher Education Institutions

The primary revenues in this report refer to general fund support and tuition and fee
revenue. As has historically been the case, higher education funding is a shared
responsibility, the Commonwealth provides appropriations from its tax revenue for
Virginia public higher education operations annually and students and their families
provide much of the remaining revenues through tuition. Chart 3 shows that higher
education's share of state general fund support has fallen from 18% in FY89 to 12% in
FY04.

Chart 3

Percent of General Fund Support to Public Higher Education in Virginia

1988-89

State Support to
Higher Education

18%

State Support to
Other Agencies

82%

2003-04

State Support to
Higher Education

12%

State Support to
Other Agencies

88%

Note: Higher Education includes all public colleges and universities as well as affiliated and related agencies.
FY04 appropriations do not include general fund reductions made in October 2002.

Source: Appropriation Acts of Chapter 668 and Chapter 899.

Chart 4 depicts the trend of total Educational and General (E&G) appropriations. It is
comprised of general fund and nongeneral fund appropriations, of which tuition and fee
revenues make the largest share systemwide from FY89 to FY04. After adjusting for
inflation over the period, general fund appropriations decreased by 12%, nongeneral
fund appropriations increased by 74% and total E&G appropriations increased by 17%
from FY89 to FY04. This means that Virginia public institutions have more resources
for operations now than they had 15 years ago by about $296 million. However, this
increase was primarily generated from nongeneral funds, i.e. the tuition revenue, not
from state support.
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Chart 4

Appropriation History of Educational and General Programs in Virginia
(in constant dollars)

(in mill ons)
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Notes:

(1) FY03 and FY04 appropriations are adjusted for general fund reductions and additional tuition revenue by 2003 General Assembly.
(2) Exclude lease payments that went into institutional appropriations, and funding for unique military activities, apprenticeship and affiliates.

(3) Include 16 public institutions and VCCS only.
Source: Appropriation Acts.

% Change by Time Period
1988-91 1991-94 1994-97 1997-01 2001-04 1988-04 Change

General Fund -7% -16% 8% 39% -25% -12%

Nongeneral Fund 10% 36% 6% -2% 12% 74%

Total E&G -1% 3%_ 7% 19% -10% 17%

E&G Appro datIons
1988-89 1991-92 1995-96 1998-99 2001-02 2003-2004 1988-04 Change

General Fund $1,149,052,384 $945,794,744 $897,932,900 $1,121,139,647 $1,302,560,979 $1,007,589,931 ($141,462,453)

Nongeneral Fund $588,451,286 $727,687,634 $938,680,719 $980,620,289 $917,220 ,949 $1,026,258,330 $437,807,044

Total E&G $1,737,503,670 $1,673,482,378 $1,836,613,619 $2,101,759,936 $2,219,781,928 $2,033,848,261 $296,344,591

It is worth noting that during the period of FY97 and FY01, general fund support
increased by 39% while nongeneral funds decreased by 2%. This was the result of the
tuition freeze and tuition rollback implemented during that period. As a result, the
Commonwealth supplanted millions of foregone nongeneral fund dollars with general
fund appropriations to the institutions in an attempt to keep them "whole."

It is also worth noting that during the econo mic recessions of FY91-94 and FY01-FY04,
general fund support was reduced by 16% and 25% respectively, and nongeneral fund
support was increased by 36% and 12%4 respectively. This means students and their
families were helping offset the general fund reductions from the state through
increases in tuition.

4 Does not include the anticipated annual tuition increases in FY04.
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However, the funding changes for individual institutions varied greatly over this period.
After adjusting for inflation, ten institutions had their general fund support reduced by
1% to 38% while six institutions experienced increased general fund support of 1% to
39% from FY89 to FY04. Individual institutions' data are in Appendix A.

Chart 5 shows the systemwide cost sharing between general fund and nongeneral fund
appropriations from FY98 to FY03. The chart indicates that there was a swing of 16
percentage points from general funds to nongeneral funds between FY89 and FY03.
The state provided the highest share of the higher education cost at 66% in FY89 and
had the lowest cost share at 49% in FY96. The share of general fund increased
between FY97 and FY02, but the current economic recession has forced the state to cut
its share by 9 percentage points within a year and reduced the general fund share to the
FY95 level, or at 50%. Individual institutions' data are in Appendix B.

Chart 5

Systemwide Fund Splits for Educational and General Program Appropriations
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Source: Appropriation Acts and SCHEV tuition survey.

Observation: Virginia higher education funding is somewhat of a paradox. General fund
support fluctuates based on changing economic conditions. Tuition revenue is used to
offset general fund reductions and help balance overall support. Since these swings
occur with some regularity, i.e. coincide with the economic cycles, one way to mitigate
the impact of economic downturns, is to implement a higher education reserve fund.
Such a safeguard would help to shield students and their families from skyrocketing
tuition increases during difficult economic times. As an illustration, if the institutions had
been able to deposit 1% of their tuition revenue each year into a protected trust fund
beginning in FY92, the fund would have grown to more than $102 million (assuming
interest earnings at no more than the rate of inflation) by FY03 more than enough to
have covered higher education's share of the October 2003 budget reductions. A
summary table detailing this calculation is included in Appendix C.
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The amount of funds appropriated per full-time equivalent (FTE) student is a measure
that adjusts for increases in enrollment and funding over time. This measure provides a
better benchmark than a simple total dollar analysis, as it demonstrates how much
funding is available per student. The Commonwealth implemented a policy in FY93 that
required out-of-state students to pay 100% of the average cost of education. Currently
most of the institutions charge out-of-state students more than 100% of the cost of
education and as a result, the state only subsidizes in-state students. Therefore, this
report focuses on general fund support per in-state student.

Chart 6
History of General Fund Support per In-State FTE Student for E&G Program in Virginia
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(4) VCCS in-state FTE is projected based on the FY02 actual with annual increases of 3.67% in FY03 and 3% in FY04.

Source: Appropriation Acts and SCHEV historical enrollment data.

Chart 6 depicts the general fund support per in-state FTE student from FY93 to FY04
systemwide. After adjusting for inflation, general fund support per in-state FTE student
increased by less than 1% on average at the 4-year institutions, decreased by less than
1% at the two-year institutions, and decreased overall by 1% between FY93 and FY04.
The data imply that, on average, in-state students are currently receiving slightly less
state subsidy for the cost of education than they did in FY93. However, the chart also
shows that during the booming economic period of FY97 and FY01, the state increased
its support by an average of almost to $1,600 per in-state FTE student. This was a 43%
increase over the state support per in-state FTE student in FY93. Unfortunately, the
current economic recession forced the state to cut back its support and the general fund
support per in-state FTE student retreated close to the FY93 level, which was a low
point in history. This trend analysis demonstrates how quickly the benefits of a recovery
can be eliminated by an economic downturn and the enormous stress put on the system
to respond quickly without sufficient planning.
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The changes in general fund support per in-state FTE student varied at the institutional
level over this period. Among the 16 public institutions and the Virginia Community
College System, thirteen institutions had increased general fund support per in-state
student ranging from 3% to 99% while the remaining four institutions saw real
reductions in general fund support per in-state FTE ranging from -1% to -24% between
FY93 and FY04. Individual institutions' data are in Appendix D.

Chart 7 presents the history of total E&G program support per total FTE student. This
measure is a complementary analysis to Chart 6 except it measures the total funding
(general funds and nongeneral funds) per total full-time equivalent student (including in-
state and out-of-state students). The chart shows that after adjusting for inflation, the
average total E&G funding per total FTE student increased at the four-year institutions,
but decreased at the two-year and all institution levels from FY89 to FY03. All four-year
institutions but one experienced an increase in their total E&G support per FTE student.
Individual institutions' data are in Appendix E. The decrease in funding at the two-year
level can be attributed to the significant enrollment growth in the Virginia community
colleges in the past five years.

Chart 7
History of Total Educational and General Program (E&G) Support Per Total FTE Student
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The charts above depict the funding trends between FY89 and FY04. These changes
indicate that the condition of higher education funding in Virginia, general fund support
in particular, is greatly affected by the condition of state's economy. As shown in Chart
1, the Commonwealth provided large incremental increases in general fund to higher
education between FY97 and FY01, a period of great economic growth.
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Chart 8 presents the major budget categories that received incremental funding over
this period. The chart shows that faculty salaries accounted for the largest share of the
incremental general fund, clearly demonstrating that the Commonwealth gave funding
priority to its 60th percentile goal for faculty at Virginia public institutions. Further, faculty
salary funding is a mandatory expense; hence, 35% of the increase in funds was
earmarked and coLld not be used for anything but salary increases. This is an
important fact when examining increases in institutional funding.

Institution-specific initiatives had the second largest share of funding increases. This
indicates that the Commonwealth did rot only provide incremental general fund for
statewide initiatives but also provided additional general fund for institutions for their
specific initiatives during this period. The tuition offset was the third largest share of the
increased funding, resulting primarily from the general fund supplement of $75 million
foregone nongeneral fund revenue for the tuition rollback in FY00.

Chart 8
Incremental General Fund for Higher Education between FY97 and FY01

(in millions)
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Source: Based on biennial budget summaries, both originial and amended, prepared jointly by the staff of House Appropriations

and Senate Finance.

As stated earlier, in FY01, the Joint Subcommittee on Higher Education Funding
Policies developed new funding guidelines using national data as benchmarks for
Virginia public institutions. The guidelines estimated that there was a funding shortfall
of approximately $200 million systemwide in Virginia for FY01. This funding shortfall
has increased to an estimate of $351 million in total for FY03 due to rising enrollments
and significant reduction in general fund support since then. Chart 9 shows that the
estimated funding shortfall in FY03 accounts for 13% of the total higher education
funding needs derived by the higher education funding guidelines. With the exception
of four institutions that are estimated to meet the funding guidelines in FY03, the funding
shortfall varies by institution and ranges from 8% to 16% of the total funding needs.
Individual institutions' data are in Appendix F
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Chart 9
Estimated Higher Education Funding Shortfall in FY03

as a Percentage of Total Higher Education Funding Needs
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Source: SCHEV.

Observation: The $351 million funding shortfall systemwide is more than the total
E&G appropriations to the University of Virginia, or the combined E&G appropriations
of George Mason University and Old Dominion University in FY03. Given the current
state economic situation, it is unlikely the Commonwealth will be able to increase
general fund support to higher education in the near future. SCHEV estimates that it
would require an average annual tuition increase of 10.4% for three years to
generate the additional $351 million to fully cover the funding shortfall. With
economic cycles expected to continue, such an approach, coupled with an education
reserve fund, could provide institutions with the ability to raise tuition at reasonable
rates capped at a ceiling equal to base adequacy needs. Once the benchmark is
reached, then tuition could be capped at inflation, with a tuition reserve fund set
aside.

Virginia's National Ranking In Higher Education Funding

State-to-State Comparisons: State-to-state cornparisons are important as they provide
a variety of benchmarks and important context about higher education funding.
National rankings allow policymakers to compare an individual state's support to higher
education with that of other states. Table 2 shows Virginia's state appropriations to
higher education per $1,000 personal income and per capita and its relative national
ranking. Both measures assess the costs borne by the state taxpayers to support
higher education, and the measure of state effort to support higher education. The table
shows Virginia ranked at the bottom third nationally during most of the 1990s, due in
part to the impact of the 1990 economic recession. Virginia gradually improved its
ranking to 26th in per $1,000 personal income and 18th in per capita by FY01 levels
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comparable to those reached in FY90. However, the impact of the current recession
and related budget reductions to institutions becomes apparent as the Commonwealth's
ranking began to fall in FY02 to 23rd and drops further in FY03 to 30th

Table 2
State Appropriations to Higher Education
per $1,000 Personal Income and Per Capita

Year

Per $1,000 Income Per Capita
National
Median Virginia

' Virginia
Ranking

National
Median Virginia

Virginia
Ranking

1989-90 $ 8.53 $ 8.91 25 $ 160.59 $ 176.06 13
1990-91 9.39 9.34 33 165.11 176.77 17
1991-92 8.62 8.43 34 161.51 166.49 22
1992-93 8.21 7.40 37 156.64 148.71 37

1993-94 7.96 7.03 37 160.22 148.90 36
1994-95 8.02 6.99 37 166.41 150.50 37
1995-96 8.46 6.65 39 173.37 149.69 41

1996-97 8.30 6.76 38 180.58 161.97 36
1997-98 8.58 6.86 39 197.52 172.99 36
1998-99 8.20 7.35 33 194.37 190.84 29
1999-00 7.64 7.35 30 208.00 215.00 20
2000-01 7.57 7.57 26 220.54 232.92 18
2001-02 7.50 7.25 28 225.52 233.95 23
2002-03 7.33 6.48 35 221.94 211.92 30

Source: Grapevine.

Chart 10 presents the annual percent change of state appropriations to higher
education. The data show that Virginia's annual changes in state appropriations to
higher education tended to be more dramatic than the national average changes, falling
sharply in FY90-FY93 and FY02-FY03, but also recovering strongly between FY96 and
FY01. Once again, the appropriation changes reflect the Commonwealth's practice of
significantly reducing higher education support during recessions and combining tuition
controls with significant increases in state support during periods of economic growth.
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Chart 10
Annual Percent Change of State Appropriations to Higher Education
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Table 3 shows Virginia's rank on incremental changes in state funding to higher
education over three time periods. The data reveal that during the 1990 economic
recession between FY89 and FY94, the Commonwealth reduced its support to higher
education, resulting in a funding change that ranked at or near the bottom both
nationally and among the states of Southern Region Education Board (SREB).
However, during the economic boom years of FY94 and FY02, Virginia increased its
state support of higher education by 72%. Based on this increase in state funding,
Virginia ranked 4th nationally and 2nd among the SREB states. Unfortunately in order to
balance the state budget in the current economic recession, the state reduced its
support to higher education by 5.3% from FY02 to FY03. This was the 4h largest
percentage reduction (behind Idaho, Missouri and Oregon) in the United States and the
largest in the 16 SREB states. Incremental state funding changes by state are in
Appendices G a nd H.

Table 3

Virginia Ranking of Incremental Changes in
State Funding to Higher Education

VA State Funds
Incremental

Amount
Percent
Change

Ranking
National SREB

FY89-FY94 ($86,619,000) -7.9% 48 16

FY94-FY02 $682,308,000 71.9% 4 2

FY02-FY03 ($86,176,000) -5.3% 47 16
Note: Southern Region Education Board (SREB) is composed of 16 states.

State funding includes student financial aid.
State funding does not include mid-year budget reductions in 2002.
Source: Grapevine.
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Table 4 provides additional state rank comparisons based on another national data
source. The first 3 categories demonstrate the magnitude of Virginia's system of higher
education based on funding (from both the general fund and tuition) and enrollment
size. The last 3 categories rank Virginia's support for higher education on a funding per
FTE student basis.

It should be noted that 37 states also had local appropriations to higher education,
primarily for the operation of community colleges in FY01 based on IPEDS data.
However the share of local appropriations varied greatly ranging from 0.2% to 15.5% of
the combined funding sources of state, local and tuition. Due to the differences in
funding history and funding policies, this report does not include local appropriations for
comparisons, but it recognizes that local appropriations have an important role in higher
education funding.

Table 4

Virginia Primary Revenue Support for Higher Education"

National Ranking
FY89 FY96 FY01

Total State Funding 9 18 10
Total Tuition Revenue 8 8 11

Total FTE Enrollment 10 10 11

Per FTE State Funding 24 42 28
Per FTE Tuition Revenue 13 11 20
Per FTE Primary Revenue 22 35 26
Notes:
(1) Primary revenue is the sum of state appropriations and tuition revenue.
(2) Two-thirds of states also have local appropriations to higher education that are not

presented in this table. Local appropriations are primarily for operations of community colleges.

Source: IPEDS.

The data show that Virginia ranked near the top ten states nationally in terms of total
state funding, total tuition revenue and total student enrollment in higher education from
FY89 to FY01 with the exception of total state funding in FY96. Virginia clearly has one
of the largest higher education systems in the country. However, Virginia's state
funding per FTE student ranked 24th and 28th in FY89 and FY01 respectively, but
ranked 42nd in FY96, while still experiencing effects of the first economic recession.

Virginia's tuition revenue per FTE student was ranked in the top quartile in all three
periods. This reflects the state's past funding policies of "high tuition and high aid" for
higher education. Virginia's rank in tuition revenue per FTE student in FY01 fell as a
result of the tuition rollback that year. Based on a lower than average rankings on state
funding per student and a higher than average rankings on tuition revenue per student,
Virginia's rank on primary revenue (the combination of state support and tuition
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revenue) is near the mid point of the states. Detailed top ten sta tes and Virginia
rankings are in Appendix I.

As has been previously noted, higher education funding is considered a shared
responsibility between the state and students and their families. Chart 11 presents a
comparison of the share of cost by state appropriations and tuition revenue between the
national average and Virginia in FY89 and FY01. The data show that the state share is
decreasing while the tuition share is increasing both nationally and in Virginia. In

Virginia, the state share was below the national average while the student's share, i.e.
tuition, was above the national average in both FY89 and FY01. Interesting to note is,
that despite the Commonwealth's investments in incremental general fund support to
Virginia higher education from FY97 and FY01, the Commonwealth's share was still
below the national average by FY01. However, the gap was narrowed in both state and
tuition shares between the national average and Virginia from 5% to 3%. Cost shares
by state are in Appendix J.

Chart 11
Cost Shares between State Funding and Tuition Revenue
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Peer Comparisons on funding sources: Each Virginia institution has 18 to 24 national
peers that are similar in institutional missions, program offerings, student enrollments,
and finance. Peer comparisons provide benchmarks and measures that are more
pertinent to individual institutions based on their particular characteristics. This report
presents peer analyses at the four-year and two-year levels. Individual institutions' data
are in Appendix K.

State Funding per FTE Student Chart 12 presents the average state appropriations per
FTE student at Virginia institutions and their public peer institutions at both four-year
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and two-year levels. The data show that, on average, Virginia institutions at both four-
year and two-year levels consistently received less state support than their public peers.
The funding gap for four-year institutions was 12% in FY89, increased to 49% in FY97,
and narrowed to 17% in FY01. The funding gap for two-year institutions was 17% in
FY89 and kept widening to 38% in FY01.

Chart 12

State Appropriations per FTE Student
Virginia Public Instituitons and their Public Peers
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Tuition and Fee Revenue per FTE Student: Chart 13 shows the average tuition and fee
revenue per FTE student at Virginia institutions and their public peer institution at both
four-year and two-year levels. On average, at the Virginia four-year institutions, tuition
and fee revenue per FTE student was about the same level as the peer average in
FY89. However, due to the first economic recession, the average tuition and fee
revenue at Virginia four-year institutions increased at a higher rate than the average at
the peer institutions from FY91 to FY97. As a result of the tuition freeze in the late
1990s and the tuition rollback in FY2000, the average tuition and fee per FTE at Virginia
four-year institutions dropped below the peer's average between FY00 and FY01. The
Virginia two-year institution average also started at the about same level as the peer's
average in FY89, but it did not exceed its peer average over time except for FY94. And,
again, as a result of the tuition freeze in the late 1990s and the tuition rollback in
FY2000, the average tuition and fee per FTE student at Virginia two-year institutions
went significantly below the peer's average between FY00 and FY01.
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Chart 13
Tuition and Fee Revenue per FTE Student

Virginia Public Instituitons and their Public Peers
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Primary Revenue per FTE Student: Chart 14 shows the average primary revenue per
FTE student at Virginia institutions and their public peer institutions at both four-year
and two-year levels. The primary revenue is the sum of state appropriations and tuition
and fee revenue. The data show that, on average, Virginia institutions at both four-year
and two-year levels received less primary revenue per student than their public peers.
The funding gap for four-year institutions was 8% in FY89, expanded to 23% in FY97
and narrowed to 15% in FY01. The funding gap for two-year institutions was 14% in
FY89 and continued widening to 35% in FY01.

Chart 14
Primary Revenue per FTE Student
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Observation: If Virginia higher education institutions were provided with additional
funding of approximately $350 million, in any combination of the state support and
the tuition revenue, Virginia would raise its national ranking to among the top ten
states and bring institutions to their public peers' average in terms of total funding
per FTE student in FY01.

Faculty Salaries: The Commonwealth has had a funding policy to raise the average
faculty salaries at Virginia institutions to the 60th percentile of their peers since the 1986-
88 biennium. Chart 15 presents the ranking of average Virginia faculty salary compared
to peers by institution type from FY89 to FY04. The chart shows that the overall
average Virginia faculty salary reached the 60th percentile goal in FY89. However,
Virginia's ranking fell below the goal in FY96 due to the first economic recession and
subsequent budget cuts. When the state economy began improving in the late 1990s,
the Commonwealth's funding priority was given to faculty salaries again and reached
the 60th percentile goal for the second time in FY00. Unfortunately, due to the current
economic recession and the resulting budget shortfall, Virginia faculty salaries once
again fell below the goal in FY02. Individual institutions' data are in the Appendix L.

Chart 15

Ranking of Average Virginia Faculty Salary to Peers by Institution Type
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Souce: AAUP.

State Council of Higher Education 25

40

BEST COPY AVAILABLE

May 2003



Cost Sharing Policy for Virginia In-State Undergraduate Students

Traditionally, the Commonwealth has supported higher education based on a funding
policy of high tuition and high aid because it is the most effective and efficient use of
state taxpayer funds. The policy is based on the premise that those who can afford to
attend college will pay and those who cannot receive ample financial aid. However, the
state has continued restructuring its cost sharing poicy several times in the past 15
years based on concerns about college affordability and resource availability. Since
FY93, the Commonwealth has implemented a tuition policy that out-of-state students
must pay 100% of cost of their education and the state; therefore, only subsidizes in-
state students. In addition, the state imposed a freeze on in-state undergraduate tuition
from FY97 to FY02. Chart 16 shows the costs shared between in-state undergraduate
student and the state in selected periods since FY93. The costs include tuition and
instructional fees (known as mandatory E&G fees) and state general fund
appropriations.

Chart 16
Eduation Costs Shared Between In-State Undergraduate Students and the State
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Note: FY03 is an estimate and includes mid-year surcharges.

Source: SCHEV.

The data show that since FY93, the largest percent share of the cost by in-state
undergraduate students was 38% in FY94. This was the result of the first economic
recession and the state budget reductions. The largest percent share of the cost by the
state was 77% in FY01. This was the result of not only the tuition freeze, but also the
tuition rollback in FY00. However, in FY03, hit by the second economic recession, the
state lifted its 7-year tuition restraints on in-state undergraduate tuition, and the cost
share supported by in-state undergraduate tuition increased to 29%. The cost shared
by in-state undergraduate students will probably continue to grow in the short term as
Virginia, along with the rest of the nation, continues to experience sluggish economic
growth. Individual institutions' data are in Appendix M.
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Observation:While the Commonwealth and students and their families have shared
the cost of higher education over the past 15 years, the proportion of the costs borne
by both parties has varied significantly based on the condition of the economy and
resulting policies and initiatives.

Chart 17 compares the average tuition and E&G fees (the focus of the Commonwealth's
tuition policy) from FY96 to FY03 with hypothetical inflation-indexed tuition increases
over the same period for in-state undergraduate students. There is no doubt that the
tuition freeze and rollback actions have made Virginia public higher education more
affordable today than it was 8 years ago. Students have benefited from the state tuition
restrictions as they paid less than inflation-indexed tuition during this period. However,
the chart also shows the gap in tuition is narrowed in FY03 as a result of lifting the
tuition freeze.

Chart 17
Average Full-Time In-State Undergraduate Tuition and Mandatory Educational and General Fees

(Excluding Technology Fees)
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Source: SCHEV.

Observation: With tuition restraints removed, tuition will increase again in FY04.
As a result, the gap between an inflation-indexed trend line and actual charges
will shrink. Will the next decade be characterized by more gradual tuition
increases or will the tuition pendulum continue to swing unpredictably back and
forth? Is there a way to eliminate erratic tuition increases?
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Virginia National Ranking in Tuition Charges and College Affordability

Chart 18 shows the affordability of higher education in Virginia as well as nationally.
Per capita disposable income is a measure of available income for personal spending
after payments of income tax, donations and other fees to the government. The
average cost in Chart 18 includes tuition, all mandatory fees, and room and board. The
chart demonstrates that Virginia's share of per capita disposable income for higher
education at four-year institutions has been higher than the national average at least
since FY89. However, the share of college costs relative to disposable income
nationally wntinued to increase from FY90 to FY03, while Virginia's cost share was
gradually reduced to a historically low level as a result of tuition restraints and the
rollback from FY97 to FY02. Even with the FY03 tuition increases, Virginia public
higher education is more affordable today than it was in most of the 1990s. The gap in
cost share to disposable income between Virginia and the national average was 22% in
FY90, widened to 26% in FY93, and narrowed to 1% in FY03.

Chart 18

Average Public 4-Year Total Undergraduate Charges
As a Percent of Per Capita Disposable Income
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Source: College Board, US Bureau of Economic Analysis, and SCHEV.

Table 5 presents Virginia's ranking in tuition and fee charges and incremental changes
by institution type over three periods. The data show that the incremental changes in
tuition at all levels of Virginia institutions were ranked high nationally as well as among
SREB states from FY89 to FY94. Clearly, this was the result of the reduction of state
support to higher education and the increased cost share to students during the first
economic recession during this period. With the advent of tuition control actions, tuition
at all Virginia institutions was reduced from FY94 to FY02. This resulted in Virginia
being ranked at the bottom nationally and among SREB states in terms of increases to
tuition and fees over this period. However, with the lifting of the tuition freeze in FY03,
Virginia's one-year increase in tuition and fees was ranked significantly higher than the
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mid point of the states for the flagship and comprehensive categories and within the top
10 for the community colleges.

Table 5

I la Rankina of Incremental Chan es in Tuition and Fees to Resident Under raduates by Institution Type

Virginia institution

FY89-FY94 FY94-FY02 FY02-FY03

incremental

Amount
Percent

Change

% Chnq Rank incremental

Amount

Percent

Change

% Chng Rank Incremental

Amount
Percent

Change

% Chng_Rank

SREBNational SREB National SREB National

Flagship Universities $1,824 72.2% 11 1 ($114) -2.6% 4 9 1 6 $359 8.5% 21 4

Comprehensive Colleges
and Universities $1,348 57.0% 15 4 $127 3.4% 4 5 1 5 $354 9.2% 22 7

Community Colleges $541 6 9.4% 11 4 ($161) -12.2% 4 7 1 6 $145 12.5% 8

Note: Southern Regional Education Board (SREB) Is composed of 18 states. FY02-03 figures and cha ges do not include mid-year tuition increases at Va Institutions.

Source: Washington State annual tuition surveys.

Despite fluctuations in tuition increases over time, Virginia's rank among the states on
tuition and fee charges by institutional category has improved notably since 1990.

Table 6 shows that Virginia's ranking for tuition and fee charges dropped from 8th in
FY90 to 20th in FY03 in the category of major public universities, from 2nd in FY90 to 12th
in FY03 in the category of public colleges and universities, and from 28th in FY90 to 44th

in FY03 in the category of public community colleges. The tuition and fees at the
Virginia community college system have ranked at the bottom among the states since
FY01.

Table 6

Tuition and Fees For In-State Undergraduate Students
Rank Among All States (1)

1989-90 1993-94 2000-01 2001-02 2002-03

Major Public Universities 8th 5th 18th 18th 20th

University of Virginia

Public Colleges and State Universities 2nd 2nd 11th 12th 12th

George Mason University
Old Dominion University

James Madison University
Longwood University

Radford University

Public Community Colleges 28th 19th 41st 43rd 44th

("Based on a survey conducted by the Washington State Higher Education Coordinating Board. Although not all public institutions are
Included In this survey, the averages and changes over time at the same set of Institutions offer consistency, and the large number of
institutions Included provides a close approximation to state averages.

!Observation: Virginia public higher education is more affordable today than it was
more than a decade ago when total student charges are compared to disposable
personal income. If tuition increases are indexed with national economic indices,
college education will continue to be affordable in Virginia.
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HIGHER EDUCATION EXPENDITURES

Expenditures at Virginia Institutions

The National Association of College and University Business Officers (NACUBO)
categorizes an institution's spending by the E&G programs of instruction, research,
public service, academic support, student services, institutional support, and operation
and maintenance of plant. This report examines expenditures at Virginia public
institutions according to the NACUBO definitions. It is noted that there are other
revenue sources besides the primary revenue identified by this report for an institution's
operation. Therefore, it is likely that the total expenditure of an institution exceeds the
primary revenue it generates as presented in this report.

Chart 19 presents the total E&G expenditures at Virginia public institutions by institution
type. After adjusting for inflation, total E&G expenditures increased by 28% at four-year
institutions, 26% at two-year institutions and 29% for all institutions from FY89 to FY02.
Therefore, institutions spent more in FY02 than they spent 15 years ago. However,
impacted by the first economic recession, E&G expenditures decreased at four-year
institutions between FY90 and FY92, which in turn lowered the total average spending
for the system. Expenditure levels at the two-year institutions remained relatively
constant over the period.

Chart 19

History of Higher Education EG Expenditures
(in constant dollars and in millions)

(in millions )
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While inflation-adjusted E&G expenditures increased systemwide by 29% from FY89 to
FY02, changes in expenditures at the institutional level varied from 24% to 69% for the
same period. Further, with a significant portion of institutional budgets dedicated to
personal services (human resources), a significant portion of these spending increases
can also be attributable to salary increases over that time. Individual institutions' data
are in Appendix N.

As mentioned earlier, E&G expenditures are spread across various programs and used
to provide different services on campus. Chart 20 shows the history of E&G
expenditures by program for the system. As technology has become more and more
integrated into instruction, for analysis purposes, this report combines the spending for
instruction and academic support into one category of academic spending. Similarly,
this report treats spending for student services and institutional support into one
category of administrative spending, and combines spending for the programs of
research and public services. The data reveal that overall; the share of each category
of spending has remained very constant from FY89 to FY02. The change is only 1% up
or down for any category. Institutions spent about 70% of their total E&G expenditures
in academic programs, about 20% in administrative activities, and 10% for operation
and maintenance of plant during this period. Individual institutions' data are provided in
Appendix 0.

Chart 20

History of E&G Expenditures by Program
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Chart 21 presents the average E&G spending per FTE student by institution type. After
adjusting for inflation, on average, the E&G expenditures per FTE increased by 13% at
four-year institutions but decreased by 13% at two-year institutions, and increased
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overall by about 4% between FY89 and FY02. The decrease in per FTE spending at
the two-year institutions is primarily the result of enrollment increases at the Virginia
community colleges. Changes in per FTE student spending at individual institutions
varied from -13% to 63% between FY89 to FY02 after adjusting for inflation. Individual
institutions' data are in Appendix P.

It is worth noting that impacted by the state budget cuts during the first economic
recession during this period, institutions reduced spending below the pre-recession level
from FY90 to FY94. Under the current economic recession, spending was decreased at
Virginia institutions in FY02 but so far the reduction in total spending has not been as
large as that in the early 1990s. However, it is likely that the full impact of the current
state budget reductions will be seen in the expenditure results of the next two years.

Chart 21

History of E&G Expenditures per FTE Student in Virginia
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Chart 22 presents systemwide spending by personal service and nonpersonal service
expenses. Personal service spending consists of salaries, wages and fringe benefits.
The remaining expenses are referred to as nonpersonal service spending and include
costs such as utilities, rent, insurance, travel, among others. The chart shows that after
adjusting for inflation, personal service spending increased by 30% and nonpersonal
service expenditures increased by 21% from FY89 to FY02. This data shows that, on
average, institutions' spending for personal services increased roughly 2-3% per year
above the rate of inflation, which can largely be explained by faculty salary, and state
employee salary increases. Conversely, nonpersonal service expenses remained
roughly flat during the period.
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Chart 22
History of E&G Expenditures by Function in Virginia
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% Change over Time Period
1988-91 1991-94 1994-97 1997-00 2000-02 1988-02 Change

Personal Serv. 3% -3% c m 21% 7% 30%

Nonpersonal Srv. -14% 18% 21% 16% -14% 21%

Amount Share of the Total E&G Expenditures
1988-89 1991-92 1993-94 1995-96 1997-98 1999-2000 2001-02

Personal Services 1,362,536,484 1,336,994,807 1,361072,649 1,391,730,813 1,500,772,824 1,657,909,634 1,772,699,637
Nonpersonal Serv. 394,379,638 350,588,175 397,376,501 429,412,974 493,043,157 557,366,873 478,262,659

Chart 23 shows the breakdown of E&G expenditures by major object of expenses
systemwide in FY89 and FY02. The chart demonstrates that personal service spending
accounted for 78% of the total E&G spending and its share did not change much
between the two periods. This is because higher education is a labor-intensive industry.
Normally over two-thirds of spending is for salaries and benefits. While nonpersonal
service expenditures as a proportion of total spending did not change, the component
parts did vary. Institutions spent slightly less proportionately on equipment but a little
more on other expenses in FY02 than in FY89.
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Over the past 15 years, institutions increased their spending for information technology,
either because of increased demands on campus or because of the needs for
technology upgrades such as Y2K compliance. Technology-oriented expenses include
spending for information technology such as computer hardware and software
purchases and leases, and computer operation and maintenance services. Many had
assumed that institutions had little left after information technology spending over the
past 15 years. Chart 24 excludes technology-oriented expenses and examines the
trend of spending for conventional nonpersonal service categories systemwide from
FY89 to FY02. The data show that after adjusting for inflation, institutions increased
spending for conventional nonpersonal services by 42%, or 15% on an expenditure per
student basis, from FY89 to FY02. Once again the data suggest that institutions had
gross resources for more discretionary spending over this period.

Chart 24

History of Nontechnology-Oriented Nonpersonal Service Spending in E&G
(in millions)
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Chart 25 presents the technology-oriented spending systemwide from FY89 to FY02.
These expenses include information technology such as computer hardware and
software purchases and leases, and computer operation and maintenance services.
The data show, after adjusting for inflation, overall spending increased by 32% from
FY89 to FY02. However, the technology-oriented spending fluctuated more notably
than other spending over the period.
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Chart 25

History of Technology-Oriented Spending in E&G Programs
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Peer Comparisons on Expenditures

Unfortunately, there are few national organizations that collect data on E&G
expenditures by program based on NACUBO definitions. Though IPEDS collects such
expenditure data, its definition of E&G spending is more inclusive than the definition of
E&G expenditures that Virginia uses for its public system of higher education.
Therefore, Virginia institutions' expenditures presented in this section may be different
from those in the previous section due to the different data definitions and sources. In

addition, because of the differences in institutional research capabilities and institutional
type, there is a large variation in IPEDS expenditures for research and public service.
In order to make proper comparisons with peers, this report excludes spending for
research and public service and examines only expenditures for instruction, academic
support, student service, institutional support, and operation and maintenance of plant.

Chart 26 shows the average E&G expenditures per FTE student at Virginia institutions
and their public peer institutions at both four-year and two-year levels. The data
indicate that Virginia institutions at both four-year and two-year levels spent less per
FTE student than their public peers for E&G operations. The spending gap for four-year
institutions was 5% in FY89, widened to 15% in FY96 and narrowed to FY11% in FY01.
The spending gap for two-year institutions started at 14% in FY89 and continued to
widen to 33% in FY01. Individual institutions' data are in Appendix K.
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Chart 26

Selected Educational and General Program Expenditures per FTE Student
Virginia Public Instituitons and their Public Peers
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Chart 27 compares the selected E&G expenditures by functional category at Virginia
institution and their peers in FY89 and FY01. The data show that Virginia four-year
institutions increased academic spending from 71% to 73%; slightly decreased
administrative spending from 19% to 18%; and spent the same proportion for operation
and maintenance of plant (O&M) at 10% in both years. Compared to their national
public peer institutions, Virginia four-year institutions spend a larger proportion of their
budget on academic programs but less on administration and physical plant. Virginia's
two-year institutions spent slightly less for both academic and administrative programs
in FY01 than in FY89, while spending slightly more in the operation and maintenance of
plant. Compared to their public peer institutions, . Virginia two-year institutions also
spent a larger proportion of their budget on academic programs but less on
administration and physical plant. Detailed spending by program between Virginia
institutions and their public peers is in Appendix Q.

Observation: Virginia institutions spent more for academic activities than their peers
and less for both administration and operation and maintenance of physical plant.
This means activities related directly to instruction and student learning are given
priority by Virginia's public colleges and universities. While efforts to sustain a
quality instructional program should be applauded, the pattern indicates deficiencies
in Virginia's spending on plant and maintenance when compared to peers. This data
helps explain the reasons for Virginia's large backlog of facility maintenance needs
that must be addressed primarily through the state's Maintenance Reserve program
and/or other means such as SCHEV's proposed Renovation Trust Fund.
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Chart 27

Share of Selected Educational and General Program Expenditures
at Four-Year Virginia Institutions and Their Peers
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CONCLUSIONS

Virginia's state-supported system of higher education is one of the largest and one of
the best in the country. The condition of higher education funding in Virginia is
inextricably tied to the economic well being of the Commonwealth and each has an
undeniable effect on the other. In addition, Virginia higher education funding is a shared
responsibility between the state and students and their families. Both the state and
students have proven that they can be nimble in responding to the peaks and troughs of
the economy, however, the erratic funding swings make planning difficult for the
students, their parents, and the colleges and universities. While essential for
policymakers, higher education leaders, and the public to understand the changes in
Virginia higher education funding over time and to place them in context, perhaps more
important is the question of where we go from here.

This report finds Virginia institutions are clearly operating underfunded in all measures
reviewed by this report, i.e. compared to the national average, to the public peer
average, and to the base adequacy calculation by the Virginia higher education funding
guidelines. Without sufficient funding, Virginia institutions will undoubtedly limit their
abilities to advance higher education in Virginia and to improve quality service to
students and communities, not to mention that institutions will have difficulties to
accommodate projected enrollment increases in the future. It is estimated that Virginia
institutions would need additional funding of $300 to $400 million in any resource
combination of the state support and tuition revenue to cover the funding shortfall
identified by the Virginia higher education funding guidelines. This additional funding
also would raise Virginia's national ranking, in terms of total funding per FTE student, to
the top ten states -- a ranking that corresponds to Virginia's national ranking in
demographic and economic statistics, and also bring Virginia institutions' funding to their
public peer's average. Simply put, it is time for policymakers and higher education
leaders to recognize the base adequacy funding needs of the colleges and universities,
and absent state support to fund the formula, then the state must examine options for
alternative funding mechanisms to help Virginia institutions generate the additional
funding they need for operations. To do otherwise, leaves Virginia's public colleges
without sufficient resources to serve Virginians and may, in fact, compromise quality.

In addition, this report finds that in the past 15 years, the Commonwealth has applied a
mending approach toward higher education funding. That is, to increase tuition to offset
general fund reductions during state financial downturns or to increase general fund to
contain rising tuition during the booming economy. As a result, students and their
families have been required to pay more to help institutions offset state budget
reductions during the economic difficult times when they can least afford to pay. The
state has provided subsidies inequitably to in-state students for college education over
time. Such erratic practice lacks continuity and predictability of funding needs, limited
students and their family's ability to save effectively for college, and did not provide
equity for taxpayers in terms of cost share of education. The cost of higher education is
increasing, so is the cost share burden of students and their families nationally. In order
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to advance higher education Virginia strategically and systemwide, "the Commonwealth
can ill-afford to continue making and amending policies tuition, financial aid, and state
support for higher education in isolation of one another."5 It is time for policymakers
and higher education leaders to develop a comprehensive and integrated approach to
higher education funding an approach that defines cost sharing goals between the
state and students, and develops a tuition policy that can offer predictability and the
long-range planning capability for investment in higher education. A sound and
established funding policy will help not only students and their families effectively plan
and save for college but also will help the state make more informed decisions on
resource allocations.

In the last decade, the Commonwealth has reduced its support to higher education
twice due to economic recessions. As the economy always has ups and downs, it is
time for policymakers and higher education leaders to draw on the past funding
experiences and develop a long-term funding mechanism that can help Virginia
institutions stabilize their resources during the economic downturns. Based on the
concept of the Commonwealth's Revenue Stabilization Fund, this report finds that if
Virginia institutions had put aside 1% of their annual tuition revenue into a reserve fund
since FY92, the accumulation of the fund would have fully covered the general fund
reductions made in October 2002, and possibly avoided the need for mid-year tuition
increases or if phased over a period, could have mitigated the significant increases in
just two years. In order to sustain and advance Virginia higher education, it is important
for the Commonwealth to develop a long -term funding approach that can provide a
steady funding stream to Virginia institutions.

While identifying sustainable sources of revenue to support the needs of higher
education is crucial, the foundation for reaching innovative solutions in higher education
funding lies in the relationships between policymakers, higher education leaders, and
ultimately the public. Only when trust and candid exchanges are established between
policymakers and higher education leaders can changes and innovations be sustained.
In addition, only when both policymakers and higher education leaders are willing to
examine the facts and openly discuss the implications will changes take place. Toward
this end, SCHEV continues to work with institutions and other state level policymakers
to explore funding options to mitigate the impact of economic cycles while ensuring that
Virginia's colleges and universities thrive and are sustained despite the peaks and
troughs of economic conditions.

5 SCHEV white paper on "A Look at Affordability at Virginia's Public Colleges and Universities", page 1.
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GLOSSARY

Appropriation Act is the biennial budget of the Commonwealth of Virginia.

Commonwealth Accounting and Reporting System (CARS) is a database that
collects revenue and expenditure data of the state agencies.

Educational and General (E&G) programs are the primary operations related to the
institution's educational objectives. All activities associated with instruction, research,
public service, academic support, student services, institutional support and operations
and maintenance of plant are included in this classification.

E&G appropriations are the sum of general fund and nongeneral fund revenue for
operation of the Educational and General (E&G) programs at Virginia public institutions.

Full-Time Equivalent (FTE) student is a statistics derived from the student-credit hour
productivity of an institution.

General fund is the tax revenue the state government appropriates to support
operations at public higher education institutions.

General fund support per in-state FTE is the total general fund divided by the total in-
state full-time equivalent students.

Grapevine is the higher education center at the Illinois State University, which collects
the state appropriations to higher education of all states and provides state ranking for
over 30 years.

In-state student refers to a student whose domicile is the Commonwealth of Virginia.

Integrated Postsecondary Education Data System (IPEDS) is a subdivision of the
National Center for Education Statistics, the primary federal entity for collecting and
analyzing data that are related to education in the United States and other nations.

National Association of College and University Business Officers (NACUBO) is a
nonprofit professional organization representing chief administrative and financial
officers at more than 2,100 colleges and universities across the country.

National Association of State Universities and Land-Grant Colleges (NASULGC) is
a voluntary national association of public universities, land-grant institutions and many
of the nation's public university systems.

Out-of-state student refers to a student whose domicile is outside Virginia.
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Per FTE funding is an indicator of funding that adjusts for increases in enrollment and
funding over time. It provides a better benchmark than the dollar amount funding
analysis as it indicates how much resources are available for a full-time equivalent
student.

Southern Regional Education Board (SREB) is an interstate educational organization
composed of 16 states of Alabama, Arkansas, Delaware, Florida, Georgia, Kentucky,
Louisiana, Maryland, Mississippi, North Carolina, Oklahoma, South Carolina,
Tennessee, Texas, Virginia and West Virginia.

Tuition revenue refers to the revenue generated through tuition charges and
mandatory E&G fees to students attending public colleges in Virginia. It is the primary
source of nongeneral fund in this report.

Undergraduate student refers to a student enrolled in degree programs below
master's degree.
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Appendix G

Ranking of Changes in State Appropriations for Higher Education Operation
(in thousands)

State
FY89-FY94 FY94-FY02 FY02-FY03

Amount Percent Ranking Amount Percent Ranking Amount Percent Ranking

Alabama $116,782 15.1% 31 $223,872 25.1% 45 $32,153 2.9% 15

Alaska $13,526 8.1% 36 $24,366 13.5% 49 $8,041 3.9% 10

Arizona $78,185 14.5% 32 $267,446 43.4% 27 $23,052 2.6% 17

Arkansas $107,324 34.5% 9 $206,993 49.5% 20 $875 0.1% 35

California ($622,294) -12.2% 50 $5,010,554 112.3% 1 $116,607 1.2% 28

Colorado $59,237 12.5% 34 $222,391 41.6% 30 $60,427 8.0% 2

Connecticut $24,409 5.2% 42 $255,556 51.3% 18 $8,919 1.2% 29

Delaware $18,454 17.2% 27 $60,429 48.0% 21 $6,491 3.5% 12

Florida $28,836 1.9% 44 $1,139,283 71.8% 5 $191,385 7.0% 4

Georgia $222,559 27.4% 12 $672,876 65.0% 9 $26,747 1.6% 20

Hawaii $104,248 39.0% 6 ($22,489) -6.0% 50 $20,418 5.8% 7

Idaho $56,347 38.9% 7 $122,006 60.6% 12 ($18,003) -5.6% 48

Illinois $379,323 26.8% 13 $1,107,205 61.6% 10 ($117,136) -4.0% 46

Indiana $161,585 21.4% 18 $403,059 43.9% 26 $5,491 0.4% 31

Iowa $138,376 28.7% 11 $165,784 26.7% 44 ($16,786) -2.1% 40

Kansas $98,888 25.6% 16 $228,199 47.1% 23 ($896) -0.1% 39

Kentucky $110,593 21.3% 19 $433,392 68.8% 7 $30,931 2.9% 14

Louisiana $84,545 17.5% 26 $430,234 75.8% 3 $57,642 5.8% 8

Maine $9,948 6.1% 41 $66,572 38.6% 32 $3,080 1.3% 27

Maryland $48,078 6.9% 40 $534,014 71.3% 6 $19,155 1.5% 22

Massachusetts ($41,431) -4.8% 47 $190,569 23.0% 46 ($28,545) -2.8% 42

Michigan $217,271 16.2% 30 $698,428 44.8% 25 $5,840 0.3% 34

Minnesota $146,566 17.0% 29 $371,804 36.9% 35 $39,563 2.9% 16

Mississippi $33,318 7.8% 38 $306,025 66.7% 8 $10,229 1.3% 26

Missouri $76,980 14.0% 33 $345,911 55.0% 16 ($99,576) -10.2% 49

Montana $20,008 19.0% 21 $24,553 19.6% 48 ($3,804) -2.5% 41

Nebraska $104,818 41.4% 4 $163,067 45.5% 24 ($625) -0.1% 38

Nevada $72,970 60.2% 1 $152,626 78.6% 2 $23,748 6.8% 5

New Hampshire $7,961 11.0% 35 $27,158 33.8% 37 $3,562 3.3% 13

New Jersey $190,830 17.6% 25 $477,734 37.5% 33 $39,680 2.3% 18

New Mexico $117,131 42.4% 2 $217,822 55.4% 15 $9,543 1.6% 21

New York ($83,866) -2.8% 46 $638,187 21.5% 47 $220,973 6.1% 6

North Carolina $300,573 22.6% 17 $812,511 49.8% 19 $6,969 0.3% 33

North Dakota $21,818 17.7% 24 $56,588 39.1% 31 $0 0.0% 36

Ohio $44,136 3.1% 43 $613,361 41.7% 29 $28,074 1.3% 25

Oklahoma $123,376 29.7% 10 $257,747 47.9% 22 $15,162 1.9% 19

Oregon $66,911 18.5% 23 $251,732 58.8% 14 . ($75,501) -11.1% 50

Pennsylvania $236,805 18.5% 22 $497,197 32.8% 38 ($585) 0.0% 37

Rhode Island ($13,806) -10.9% 49 $61,732 54.8% 17 ($5,035) -2.9% 43

South Carolina $46,759 8.1% 37 $231,952 37.2% 34 ($25,895) -3.0% 44

South Dakota $32,446 41.3% 5 $32,141 29.0% 42 $5,425 3.8% 11

Tennessee $143,067 20.8% 20 $242,213 29.2% 41 $82,474 7.7% 3

Texas $942,404 42.0% 3 $1,946,785 61.1% 11 $74,618 1.5% 23

Utah $102,529 38.8% 8 $219,715 60.0% 13 ($19,777) -3.4% 45

Vermont ($919) -1.7% 45 $18,418 34.8% 36 $4,101 5.7% 9

Virginia ($81,619) -7.9% 48 $682,308 71.9% 4 ($86,176) -5.3% 47

Washington $199,258 26.1% 15 $407,717 42.4% 28 $4,913 0.4% 32

West Virginia $43,389 17.1% 28 $95,137 32.0% 39 $1,644 0.4% 30

Wisconsin $197,486 26.7% 14 $258,696 27.6% 43 $16,936 1.4% 24

Wyoming $8,511 7.3% 39 $37,223 29.9% 40 $27,869 17.2% 1

All States $4,514,629 12.4% $21,888,799 53.4% $734,397 1.2%

Source: Grapevine.
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Appendix J
Cost Shared Between State Funding and Tuition Revenue

State

FY1988-89 FY2000-01

% of State
Share

% of Tuition
Share

State Share
Rank

Tuition Share
Rank

% of State
Share

% of Tuition
Share

State Share
Rank

Tuition Share
Rank

AK 88.3% 11.7% 1 50 79.1% 20.9% 1 50

AL 74.7% 25.3% 20 32 61.8% 38.2% 33 19

AR 77.8% 22.2% 12 40 69.3% 30.7% 14 38

AZ 68.1% 31.9% 35 17 60.3% 39.7% 36 16

CA 84.4% 15.6% 5 47 75.0% 25.0% 5 47

CO 53.2% 46.8% 47 5 48.4% 51.6% 48 4

CT 73.9% 26.1% 25 27 67.9% 32.1% 16 36

DE 52.2% 47.8% 48 4 71.4% 28.6% 12 40

FL 81.2% 18.8% 6 46 72.6% 27.4% 8 44

GA 77.6% 22.4% 13 39 72.9% 27.1% 6 46

HI 85.7% 14.3% 4 48 77.6% 22.4% 3 49

IA 68.5% 31.5% 33 19 65.4% 34.6% 22 30

ID 78.1% 21.9% 11 41 66.2% 33.8% 20 32

IL 67.5% 32.5% 39 13 62.2% 37.8% 32 20

IN 65.9% 34.1% 42 10 56.3% 43.7% 42 10

KS 71.2% 28.8% 29 23 65.8% 34.2% 21 31

KY 75.6% 24.4% 18 34 68.2% 31.8% 15 37

LA 67.6% 32.4% 38 14 63.9% 36.1% 26 26

MA 79.0% 21.0% 8 44 66.8% 33.2% 18 34

MD 68.3% 31.7% 34 18 56.6% 43.4% 41 11

ME 74.6% 25.4% 21 31 62.2% 37.8% 30 22

MI 60.4% 39.6% 45 7 52.6% 47.4% 45 7

MN 71.0% 29.0% 30 22 64.0% 36.0% 25 27

MO 68.0% 32.0% 36 16 60.0% 40.0% 37 15

MS 74.0% 26.0% 24 28 71.4% 28.6% 11 41

MT 74.6% 25.4% 22 30 51.2% 48.8% 47 5

NC 86.3% 13.7% 3 49 77.4% 22.6% 4 48

ND 68.7% 31.3% 32 20 62.2% 37.8% 31 21

NE 72.9% 27.1% 27 25 71.6% 28.4% 10 42

NH 42.2% 57.8% 50 2 31.9% 68.1% 50 2

NJ 70.7% 29.3% 31 21 56.3% 43.7% 43 9

NM 79.5% 20.5% 7 45 77.8% 22.2% 2 50

NV 78.3% 21.7% 10 42 70.5% 29.5% 13 39

NY 76.5% 23.5% 15 37 63.0% 37.0% 29 23

OH 59.7% 40.3% 46 6 52.3% 47.7% 46 6

OK 76.4% 23.6% 16 36 72.0% 28.0% 9 43

OR 67.3% 32.7% 40 12 59.3% 40.7% 38 14

PA 49.4% 50.6% 49 3 41.5% 58.5% 49 3

RI 67.0% 33.0% 41 11 53.9% 46.1% 44 8

SC 73.1% 26.9% 26 26 63.2% 36.8% 27 25

SD 63.4% 36.6% 44 8 58.0% 42.0% 40 12

TN 76.0% 24.0% 17 35 64.9% 35.1% 23 29

TX 78.5% 21.5% 9 43 67.2% 32.8% 17 35

UT 74.7% 25.3% 19 33 66.8% 33.2% 19 33

VA 67.9% 32.1% 37 15 61.1% 38.9% 35 17

VT 30.5% 69.5% 51 1 23.0% 77.0% 51 1

WA 74.2% 25.8% 23 29 61.2% 38.8% 34 18

WI 65.6% 34.4% 43 9 59.0% 41.0% 39 13

WV 76.7% 23.3% 14 38 63.1% 36.9% 28 24

WY 86.5% 13.5% 2 50 72.8% 27.2% 7 45

Nat'I Avg 72.6% 27.4% 64.0% 36.0%
Source: IPEDS Finance.
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